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DISCUSSION OF THE FEDERAL RESERVE 
BANK PLAN 

Mr. N. Johannsen: 

According to the bill now pending the national banks will be 
compelled to make large payments to the federal banks, amounting 
to 461 millions, whereas they have only 133 millions to spare, and 
no possibility of obtaining the deficiency of 328 millions except by 
borrowing it from the federal banks by rediscounting commercial 
paper. The loss of interest caused thereby may seem to be a single 
expense and evidently is being considered so by all concerned ; but as 
a matter of fact this expense will constantly repeat itself, involving 
an annual loss of 13 millions to the national banks, figuring the 
discount at 4%. 

On June 4 the national banks held deposits amounting to 7124 
millions, and against this a legal reserve of 1420 millions, consist- 
ing of 877 millions in cash and 543 millions in the shape of deposits 
with reserve banks. According to the new bill the legal reserve 
required will be reduced from 1420 to 1065 millions; but this latter 
amount must be kept all in cash (either in the banks' own vaults, or 
in the vaults of the new federal banks) , whereas they have only the 
above amount of 877 millions to spare for reserve purposes, mak- 
ing a shortage of 188 millions. To this must be added 35 millions, 
consisting of cash in the redemption fund, which the banks will not 
be allowed to figure as cash assets any longer (though really con- 
sisting of cash) ; also 105 millions which they are required to con- 
tribute as capital fund to the federal banks — making a total de- 
ficiency of 328 millions. 

This is not 328 millions of mere capital — which the banks might 
arrange for by means of their credit facilities — it is 328 millions 
actual cash. Can they draw this amount out of the country's 
money supply ? No ; this money supply is all absorbed, partly in the 
circulation, partly as reserve in the financial institutions. 

How is it proposed that the banks shall raise the money to 
pay their assessments to the federal banks? By rediscounting com- 
mercial paper with the latter! The federal banks, instead of first 
providing a cash basis on which to start the issuing of credits, are 
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to issue their credits on the basis of credits — the old fundamental 
error of the Aldrich bill. 

If the national banks could keep those 328 millions of commercial 
paper in their own possession they would, as the paper gradually 
matures, obtain the funds for making further loans to their customers 
and keep up the business; but if they want to continue in business, 
they must borrow the money they need from the federal bank by 
rediscounts and must keep on doing so right along, to the extent 
of 328 millions, to recover the money they now have. This constant 
rediscounting, to that large amount, will entail a steadily recurring 
loss to the national banks, in the shape of interest, of about 13 
millions per annum. 

Mr. George B. Morley : 

As a country banker, I should like to ask according to what pre- 
cedent it is proposed to allow the government to issue the notes in- 
stead of the banks? Is there any large civilized country to-day, 
with a Congress such as the United States has, where the government 
issues the notes instead of the banks? If the banks should issue the 
notes under government control, would not that mobilize the currency 
of the country and adapt it to the wants of the people? 

Mr. Vincent: 

I should like to ask Mr. Noyes a question. What would be the 
effect upon the assets of the national banks if they decided not to 
go into the federal reserve banks? They would have to close their 
doors as national banks and retire their circulation. I should really 
like to know how much it would cost a bank to go out of the business. 

Mr. Noyes: 

The answer to that question depends upon two points. First, if 
the bank elects to sell its bonds, how rapidly can it sell them? Next, 
what is the market price for the bonds? 

Mr. Vincent: 

We will assume that a bank wanted to dispose of all of its 
bonds at one time and go out of business as a national bank. 

Mr. Noyes : 

The cost to it would depend upon how many other banks might 
desire to go out of business at the same moment, which would of 
course have a considerable effect on the market. 
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Mr. Vincent : 

If many of them wanted to go out, it would cause a fall in the 
price of the bonds? 

Mr. Noyes: 
Yes, of course. 

A Voice : 

That is the club which the government holds over the banks to 
drive them into the federal banks. The banks have the bonds, and 
have paid their money for them. They cannot dispose of those 
bonds except at a loss, and naturally they do not want to suffer that 
loss. So the government virtually says to them, " You go in or you 
lose your money." 
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